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On March 20, the Venezuelan government announced agreement with commercial bank creditors
on basic terms of a plan for debt reduction applied to about $20 billion in outstanding loans. Options
include: 1) 30% discount on debt face value with guarantees on principal and interest to be provided
by Venezuela, the World Bank, International Monetary Fund, Japan, Spain and other countries.
Interest on the remaining 70% of face value is set at the London interbank rate currently 8.75% plus
13/16 of a percentage point. Banks could obtain additional payment from Caracas after six years if oil
prices rise to a certain inflation- adjusted level, expected to be close to $26 per barrel. The additional
payments would be made each six months for 24 years, the remaining life in the 30-year bonds,
when oil prices are over the threshold. 2) Debt buy-back by Venezuelan government at expected
60 to 65% discount. 3) Temporary interest rate reduction. Banks would accept a cut to 5% in the
first two years, 6% in years 3 and 4, and 7% in the fifth year. For the remaining 12 years of the bond,
the interest rate would be the London interbank rate plus 7/8 of a point. For the five years of the
lower interest rates, Venezuela will provide a fund that will guarantee the interest payments on an
annual basis. Regarding new loans, Caracas will issue bonds in exchange for new loans if their value
equals 20% of a bank's outstanding loans to the country. As part of the deal, Venezuela also agreed
to pay all of its back interest on existing loans by the end of March. The Venezuelan government
announced March 19 a $400 million loan from the Bank for International Settlements to assist in
settling arrears. The final details of the plan will be forwarded to more than 300 creditor banks, a
process expected to take several months. (Basic data from New York Times, 03/21/90)
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